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ABSTRACT 



We highlight the elements of the operation of the U.S. Exchange Stabilization Fund that 
Harry Dexter White, who directed the Treasury’s division of monetary research, transferred to his 
plan for the operation of the International Monetary Fund. The elements included the principle that 
all currencies were equivalent and the goal of the international fund, like that of the U.S. fund, was 
to stabilize exchange rates. The ESF also influenced White’s vision for the International Bank for 
Reconstruction and Development. The IBRD, however, represented a reaction by White against key 
elements of ESF stabilization loans, which were very short term, paid above market interest rates, 
and required collateral. Had White carried forward to the IMF the ESF elements pertaining to interest 
rates and collateral, its operations would have evolved in a markedly different direction from the one 
that it has taken. 
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From the Exchange Stabilization Fund to the International Monetary Fund 



Michael D. Bordo and Anna J. Schwartz 

There are significant affinities between the U.S. Exchange Stabilization Fund (ESF) and 
the International Monetary Fund (IMF). This paper investigates how they came to pass. Since 
the ESF predated the IMF by thirteen years, the existence of common features implies that 
transmission was from the older to the younger institution. For that to have happened, the key 
player must have been Harry Dexter White. 

We first briefly describe the mission of each institution (section 1). Although our main 
focus is on the connections between the ESF and the IMF, we also pay some attention to the 
influence of the ESF on White’s plans for the IBRD - the sister international financial institution 
founded at Bretton Woods in July 1944 —so we include a discussion in this section of the 
IBRD’s mission. 1 We then explore White’s role in creating the links between the ESF and the 
international institutions (section 2). We demonstrate that White’s ideas about the need for a 
bank to provide long-run development loans also reflected his participation as the Treasury 
representative on a committee to design an Inter- American Bank. We summarize the 
similarities as well as the differences between ESF and IMF procedures (section 3). We 
consider how the IMF might have performed had it not been designed to operate along the ESF 
lines that White proposed (section 4). We address three questions: Suppose the IMF had 
adopted ESF interest rate and collateral practices instead of imposing conditionality in extending 
financial assistance, how different would both the IMF and emerging market countries be today? 
Would recent proposals to transform the IMF into an international lender of last resort achieve 

1 We refer to the IBRD (the International Bank for Reconstruction and Development), when we discuss White’s plan 
for the institution. We refer to the World Bank, when we discuss the operating World Bank. 



1 




this change from conditionality to ESF interest rate and collateral practices? Suppose the IMF 
had not adopted the ESF fiction that all currencies are equal, how different would IMF 
operations and emerging market countries’ behavior have been? Some concluding remarks 
follow (section 5). 

1. Missions of the Three Institutions 
1.1 Mission of the ESF 

The Exchange Stabilization Fund was established in accordance with a provision in the 
Gold Reserve Act of 3 1 January 1934. The act assigned to the ESF the paper profit from gold 
devaluation to be used in foreign exchange market intervention, authorizing it to deal in gold and 
foreign exchange in order to stabilize the exchange value of the dollar. According to the report 
of the House Banking Committee on the bill that became the act, “This stabilization fund is a 
new and most interesting development. It is new in this country, although it has operated very 
successfully for many months in the monetary systems of our principal competitor in 
international trade” (73d Cong, 2d sess, Report 201, p. 203). (The unnamed “principal 
competitor” was Great Britain, and the reference was to its Exchange Equalisation Account - 
EEA — that was formally initiated on 1 July 1932.) 

The report continued: “It is interesting because it is the most ingenious instalment ever 
developed in the monetary systems (sic). It is equally effective in attack and defense. The 
reason for its establishment in this case is to defend the American dollar and our gold stocks 
against the invasion of similar funds operated by competitor nations.” (In 1934, only Great 
Britain and the U.S. had stabilization funds. Other countries created stabilization funds when 
they joined the Tripartite Agreement in 1936.) Thus it was suspicion of the purpose of the EEA 
that motivated the establishment of the ESF. U.S. officials and members of Congress regarded 
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the EEA as a mechanism to depreciate the pound to gain competitive advantage in international 
trade at the expense of Ei.S. exports. 

The ESF was established at a time when the EI.S. dollar was pegged to the price of gold at 
$35 an ounce, currencies of some continental European countries were on the gold standard with 
a variable gold price, the value of the German mark was determined by exchange controls and 
import licensing, and the value of the British pound floated. 

The Gold Reserve Act of 1934 also authorized the Fund to use such assets as were not 
needed for exchange market stabilization to deal in government securities. It had no statutory 
authority, however, to engage in other activities that early on it began to undertake. The 
principal such extraneous activity it devoted itself to was lending dollars to politically favored 
foreign governments. 

1.2 Mission of the IMF 

The IMF began operations on 1 March 1947, when forty countries had been admitted to 
membership after signing the Articles of Agreement (dated 22 July 1944, as the Final Act of the 
United Nations Monetary and Financial Conference held at Bretton Woods). The Agreement 
embodied the idea that a properly working international monetary system was based on 
convertible currencies. The aim was to assure exchange rate stability in the service of 
expanding international trade. The Agreement also authorized the IMF to provide financial 
assistance to individual countries to eliminate balance of payments maladjustments. 

The plan for the functioning of the IMF was outlined in the Articles, of which we note the 
subjects of the first eight of twenty. Following a statement of the purposes of the Fund (Article 
I), which countries were to be members of the new organization are classified ( Article II), to 
qualify for membership, each country would provide gold, its currency, and its government 
securities payable on demand in that currency to the Fund (Article III), the determination of the 
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par value of each country’s currency (Article IV), conditions governing members’ use of the 
Fund’s resources (Article V), controls on capital transfers (Article VI), measures to deal with a 
general scarcity of a particular currency (Article VII), obligations of members to avoid 
restrictions on current account payments or multiple currency practices, and to furnish 
information (Article VIII). 

1.3 Mission of the IBRD 

Formal operations of the Bank began on 25 June 1946, when 2% of the subscriptions of 
member countries to its initial capital of $10 billion were due. The initial paid-in subscription 
was to be one-half in gold and one-half in local currency. The Bank, however, was authorized 
to raise additional funds in the private capital market. Its objective was to provide both short- 
and long-term loans or to participate in loans for relief, reconstruction, and development to any 
member, or any political subdivision thereof, and to any business or agricultural enterprise in the 
territory of a member. The Bank had to be assured that the borrower could not otherwise obtain 
a loan at a reasonable rate of interest. When the member was not itself the borrower, it or its 
central bank was to guarantee repayment to the Bank of principal and interest. The Bank was 
also to guarantee loans of private investors with suitable compensation for its risk. The Bank 
would buy, sell, and hold gold and the obligations and securities of member governments. 

The plan for the functioning of the IBRD was outlined in the Articles of Agreement, of 
which we note the subjects of the first live of eleven (Department of State 1948, pp. 984 ff). 
Following a statement of the purposes of the Bank (Article 1), the membership and capital of the 
Bank are prescribed (Article 2), the general provisions relating to loans and guarantees are noted 
(Article 3), the methods of making or facilitating loans are described ( Article 4), the organization 
and management of the Bank are described (Article 5). 
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1.4 Background to the Missions 

As is well known, in 1938-40 White had worked on a proposal for loans to Latin America 
and participated in plans for an Inter-American Bank, which had not materialized (Oliver 1975, 
pp. 92-99). The plan for an Inter- American Bank, however, inspired the first draft of the 
subsequent plans for the IMF and the World Bank that White prepared in 1941 . Several undated 
versions of the complete first draft are available among the White Papers at Princeton. A 
mimeographed “Suggested Plan for a United and Associated Nations Stabilization Fund and a 
Bank for Reconstruction and Development of the United and Associated Nations,” dated April 
1942, is reproduced in Oliver (1975, Appendix A, pp. 279-322). The two institutions that White 
envisioned, of course, were what soon became known as the IMF and the World Bank. We cite 
the Oliver version as draft 1, and another undated (but we assume later) mimeographed text as 
draft 2. We investigate the influence of White’s experience at the ESF not only on his plans for 
the IMF but also on his plans for the World Bank. To do so, we report on the circumstances that 
led to his connection with the ESF and his pivotal role in the design of the two international 
financial institutions. 

2. White ’s Role 

Harry Dexter White had a brief academic career at Lawrence College in Appleton, 
Wisconsin, after obtaining his doctoral degree at Harvard in 1930. His prize-winning 
dissertation, The French International Accounts, 1880-1913, published in 1933, apparently 
brought him to the attention of Jacob Viner of the University of Chicago, who was then 
conducting a series of studies for the U.S. Treasury (Blum 1959, v.l, pp. 120, 298). In 1934 
Viner invited White to come to Washington to work with him at the Treasury as a summer 
research appointee. Neither Viner’s nor White’s name appears in the 1934 Treasury annual 
report. In the 1935 report, however, White is listed as one of five assistants to the director of the 
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